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CHAPTER 1 
INTRODUCTION 


The material readinenea of the fleet is reported te be progressively 
deteriorating because ef & crowing shortage of repair parte and equipage, xi 
te a leawser desree, cenmusable «aterial abeard ship. These siertages are said 
to be the result of ingsuffiulent supplies and equipage funda te procure the 
required inventery te £112 allowence and pect mindwam levels of support estab. 
lished ty the Fleet demander.4 This condition has also beeu emphasized ty 
the Commander in Chief U.S. Facifie Fleet,* and the General Accounting Office,° 

Ag an example of the natere aad acane of this problem, the General 
Acommting Offlee reverted: 

Our review dlaclosed that the pre of . . » individeal Mavy 


coniat aad pervien ships of the Atlantic and Pacific fleets was Dela 
seriously affected ty their inshility te obtain repeir parte and other 








materiel required wags ; 
able in the steck furl inventory. a found that the imediate omse for 
thle was fhe ingufficlenay of conauzes fends needed « « « Bhi 
turchame this ueterial freu the steck favise, The lity ta i ee 


needed materiel signifieantiy contribmted $c or we dixectly rempeneiiie 
for... Ships bering ing operated vithout certain essential materiel on board 
that would be needed in an emergency.) 


Gver the years verlous funding metueds have been uped to Cinenee 





1y.5,, Comender in Chief 0.5, Atlantic Fleet, letter serlal 2936/11/)h0 
ef 36 August LS? 


‘USe, Commnder in Chief U.S, Pacific Fleet, Letter serial 71/1067 of 
26 tare 1968. 
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inventories of spare parts, equipage, and conmmable material? abeard ship, 
but as evidenced by the recent concern of the fleet commanders and others, 
thease methods have not provided adequate inventory levels. In recent years 
considerable time has been devoted to the stady of this problem and several 
revised metheds for funding shipbeard inventories have been proposed. 

These propesels, while varying in detail, may be summarized inte three 

basle systems: 

a. Cowtinue present stock fund/consuner fund concept with stock fund 
finaneing extended to all ships with central storerooms. 

b. Fund repair parts and ether combut material through direct appre. 
pristiong from Congress with subsequent management in an Apprepri- 
ation Purchase Account. 

c. Continue the present stock fund/censumer fund concept, modified by 
excluding certain categories of anaterial from stock fund financing. 

It is the objective of this study to: 

a, Present the present system for funding shipboard inventories. 

b. Identify the major problem areas and deficiencies of the present. 
system. 

ec. Present the advantages and disadvantares of the preposed systers. 

d. Present recommendations for consideration. 

There is no evidence of any fuwxting problem in maintaining adequate 

shipboard inventories of provisions and resale items, and they will not be 
considered within the scope of this study. 





SNote: The term material is more commonly ueed today and will be used 
in lieu of materiel, except witen quoting from sources using the latter term, 
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CHAPTER IL 
CURRENT FUMDING SYSTER 


The Nevy uses several. motheda fer fending the various costs of operating 
shipa of the active fleet; however, there are twa besic syetess used to finunce 
inventories of material on the shins. The one mert extensively used is « stock: 
fund/censuner fund system) in which central inventeries are initially preewrec 
under the Navy Steck fund and are charge? to consumer funds when Legued to the 
etips. The other ayaten is an appropristien/free iosue ayeten® in wolch central 
inventories are initially pressured under general appropriations and issued free 
of charge to the ships. 

in ordus fully to agoreciate the significence of these two aystera in 
the prevent funding pattarn, it is neceswary briefly te review the past history 
end develoouent ef the eteck fund concept and to determine the eource of sted: 
funds and cenoumer funda. 








Prior te about 1090, supplies required for naval use were procured iy 
the various technical burewe and Maanced from annual appropriations, ach 
technical turean deteruined ite owas requirementa, and perforzed ite own our. 
chasing, storing, secounting, and issuing functions. Laws enacted in LG and 
1891 transferred the reespeneibility for purchase, storage, ant insuasce of 





ye a of Yefense, Agsistant Secretary of Defense, Cauytrelier, 
ting tock Study, October 5, 1962, p. Ths 
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Supplies to the Bureau ef Supplies and Accounts, tut did net change the methed 
of funding.3 The Bureaa of Supplies and Accounts had been given the reamonsi. 
bhlity bot not the money. Te correct this deficiendy, the Act of March 3, L593 
established the permanent Navel Supply Fund. The act read as follows: 

And the Secretary of the Treasury ia herely a rized and directed ta 
cause goneral account of advances te be charged with the gum Of tg buncred 
thousand dollars, which axount shall be carried to the credit ef a permanent 
navalegunply fund to be used wader the direction of the Secretary of the 

in the purchese of ordinary comercial sapplies for the naval service, 
and to be reiobureed from the proper newel anpreprintiona whmever tie sup~ 
plies purchesed under said Sunde are is@ued for use. 

Three features of this Act are worthy af epecial mete. The money was 
transferred from the “Seneral Account of Advances” and not from the coneral 
fund of the Treasury. Only ordinary comercial supplies could be purchased 
with the fund, and the fused was to be maintained hy reimbursement from the 
proper naval aopropriaticas upen issue of the steck for use.° 

Thle revelving fond concept has exerted @n influence on the sanagesent 
of the fund threaghout ite existence. By the sieple exoedient of Limiting the 
tete] amcunt of the fund, Congress bee been able to contreal the quantity and 
value of naval inventories. By limiting the use of the fund te purchases of 
ordinary cosmercial supplies, purchases of other categories of meterial con. 
timed to be made from anesal appropriatians. 

The limitation established in 1693, goon preved inadequate and additional 
Senda were guthovised in euch ef the yeare 1597, 1690, 1699, and r90e,? 








Shobert 2. Fisher, "The Mevy Steck Fund" (anpublished Hester's thesis, 
oer, go? "am The George Veshingten University, “ashingten, 0.5., 
1962), op * 


ly .3., 27 Stat. 723. 


0.8.5 navy yy Burea of Supplies end Accounts, History of Naval 
Fund and Naval Supply Account, 1945 (mimeographed), p. 10. a, 
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The demands of the fund sentinued to increase and when additional funds 
could not be evtained from Congress, the acting Secretary of the Navy author. 
ised the transfer of all “common general stock" to the peruanent supply fund 
4n 1907. The Seerstary of the Navy did not approve of this action and ordered 
it revereed, The Secretary's order was vigorously opposed uy the vaymaster 
General, and a series of legal and political mancuvers ensued, © 

fo settle the iesue, Congress paswed the Act of June 25, 1910, which 
established the Naval Supply Account end provided that: 

All steres on hend July first, nineteen hundred and ten, ahall be 
charged to a naval supply acceunt on the receris ef the Bureau of Supplies 
and Accounta, and 42] purchases of stock or expenditures for manufactured 
or repaired articles for steck at navy yards or station, during the fMieeal 


years nineteen buadred and eleven and ninetecn hundred and twelve, car be 
charzed to this account and be paid fer frem “General account of advances 





The amount so advanced during the fiscal yeara nineteen hundre 

eleven and nineteen hundred and twelve shall be charged to the proper 
appropriations as these steres are consumed from stock, and when disbvuree- 
ments pace fer all other purposes are accomplished, the amount so charged 
shall be returned te "General account of advances" by pay or counter 
warrata: Previded, however, that such material as provisions, clothing 
and small stores, medical stores, end such other materials as the Secre- 
tary of the Navy may designate, way be rurchawsed by epecifle appron 
tions or traneferred to speciiice appropriations before such naterials 
are isgued for use or consumption. The said charge, however, to any pax. 
—s sooropriation shall be limited to the ameunt approprieted there 
or.” 


Thig act brought all of the stores in the naval estab nt inte one 
fund. The only limit on the fond as 2 result of this act was the ameunt set 
up on the beocke of the Treasury in "General account of advances” which vas the 











@ua end total of the annual naval appropriatiens.2° It also continued author 
ity to purchase certain materiels from specific appropriations at the discre. 





SHistary ef the Waval Stock Fund (Supra, pe), pp. U-20. 
FG.S., 36 Stat. 792, 
LOjohn W. Hempstead, "A Study of the Navy Steck Fund 1893-1952" 


a oo Master's thesis, The American University, Vashingten, 5.C., 
9 Pe 
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tion of the Secretary of the Navy. 

The det of Mareh h, 1911, (36 stat. 1279) abolished the permanent Neval 
Sepoly Fuad established in 1893 and wade the Naval Sumply Account established 
by the het of June 25, 1910 permanent. 

From 19M te lel, the Mavel Supply Account reveiaed, with one excention, 
virtually unchanced in so far aos oew legislation was concerned, Legislation 
peseed in 1911, provided fer crediting the value of all stores, aquipage, sad 
supplies turned in from shice te the current aporeeriation concerned. TM alac 
provided thet guch amounts ac aredited qaild te used Tor the same purposes an 
the appropriation credited. This action was designed to relieve the awrael 
appropriations from being charged twice fer the sane waterial,12 

The tot ef March 1, 192125 retuned the fund to the permanent type af 
fend 1% head been in 2893. The fund wag oapitelised at an axount equal te the 
value of steres in the Naval Tugphy Acsount on 31 March 1921. The sise of the 
fand was ne longer directly dependent uooi the size of the annual aypronrlietiang. 
The fund becaws the seperate entity it te taday and exces! fer changes in its 
meme aad amount of capitalisation, the basic peinetples wader vhich the 1722 
fund was established remain virtually unchanged, Vi 

the value of the fund as of 30 dune 1921, was $265,662,735.01, of which 
sppreximately $250 mlliien wea invested in supplies. Through ecoumy moasures, 
congressional reappropristions, am! operating loeses in ensuing years, the fund 
was reduced to aporeximately 179 ailiion en 33 Jume 1939, 

in 1939, the request fer an apprepriatio te the Uaval Steck Account 
func was increased ty one alilien deliers te finance additional aeronartical 











Latwid,, pe 27. Jerehd., pp. DEAL, 
139.8., bl Stat. 1149. 
Uteunstead, Ops cit., mo. 32-33. 
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7 
and shin material. Congress thought the larger part of this material was 


purchased for inmediate use and should be purchased under the approoriation 
concerned, and the request was refused.l5 This was the beginning of the 
return to buying technical material from appropriated funds instead ef the 
stock fund. On 16 July 19h1, the Paymaster General, Admiral Spear, appearing 
before Subcomaittee of the Comiitees on Appropriations, Heusa of Kepresent~ 
atives, reported that technical materials thet were peculiar to one branch of 
the service were not carried in the Heval Supply Aceount Fund, 16 

It was not until after the declaration of the National Emergency om 5 
September 1939, and the regulting build up in naval forces, that Congress 
would authorise additional apprepriations to the fund. After the outbreak of 
Yorld Var IT the fund wea built up rapidly ty one appropriation after another, 
and the name was chengzed from the Naval Supply Account Fund to the Navy Steck 
Fund. 17 

At the tine of the attack on Pearl Harbor the ships afloat, as well as 
shore activities, accounted for Haval Stock Fund stores in the sane manner, 
In ether words, the supplies en beard shipe were carried in the Navy Steck 
Account and were charged to the appropriate appropriation ag the material was 
issued. This invelved considerable saverwork afleat and ves net considered 
feasable in war time.l Gn February i, 192,27 Congress authorised tue Navy 
te expend "the balences of supplies and materials on board Naval vessels on 
January 1, 1942" from the Savy Steck Account without charze to current 
appropriations, 

After “orid War II, an effert was made to rebura the ships to the 





Loitetery of the Navy Stock fund (Supra, p. 4), pp. 4-6i. 


inid., pe 67. Wipid., pp. 6u~59, ithid., pp. 63-70. 
173.5., 36 Stet. 79. 
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prewar systen. 

The stocks of “general stores" carried aboard "ships with Supply Depart- 
ments" were once again financed under the Steck Fund. The smaller ships, 
destroyers and smaller, carried Supply Corps Officers designated "Stores 
and Disbursing Officer". The stocks of materials carried on these ships 
were expended to end use and placed in the custody of the departments which 
had ordered them, The Korean War brought the usual attack on "paperwork 
afloat" coupled with increased emphasis on the proposition that fleet 
inventories should be under the control of the fleet and stock funding of 
shipboard stocks was again abolished. It was decided that shipbeard inven- 
tories of general stores and repair parts could be managed and controlled 
through the use of allowance lists and load lists. These stocks were 
charged to fleet operating funds when transferred to the ships, tenders, 
and repair ships. Appropriation accounting ended at "tidewater",20 

It should be reemphasized at this point, that not all types of material 

used aboard ships were carried in the Naval Stock Account. The categories of 
material financed under the Navy Stock Fund during Fiscal Year 1952, included 
only: general stores (general consumables of all types), vehicular equipment 
repair parts, special shipboard electrical fittings and fixtures, clothing, 
provisions and ship store stock, and fuels and lubricants.®1 Technical repair 
parts and most items of equipage were not carried in the Navy Stock Account. 
Those items were purchased by the responsible technical Bureaus from annual 
appropriations and carried in the supply system in a stores account known as 
the “Apprepriation Purchases Account" until issued to the ships. Since these 
items had been initially charged to an annual appropriation at the time of pur- 
chase, they were not charged to this ships! operating funds when issued to the 
ships. They were "free issue" as far as the ships’ funds were concerned. 

The ability to control the total investment in inventories through the 

use of stock funds impressed the members of the first Hoover Commission. The 


work of this Commission resulted in the passage of Title IV of the National 





2OMisher, op. cit., p. 25. 


2lu.S., Navy Department, Bureau of Supplies and Accounts, The Navy Stock 
Fund, Annual Report, Fiscal Year 1952, NavSandA Publication 263. 
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Security Act af 1947, 38 amended,©2 Section 405 of which authorized the Seere- 


tary of Sefeise te “require the establisiment of working-capitel fuwxis in the 
Departaet of Sefanse for the purpase of (1) Financing inventeries of such 
stores, supplies, materials, aad equipment as he may designate." Two factors 
significant to the future operation of the Navy Steck Fund and financing of 
shiphoard inventoriss resulted fron this act. “Since this tine the monetary 
amcent of the fund has been regulated through the regular teulgetary and apoer- 
tionzent precess,"23 and most categories of techmioal repair parts ad equip- 
age have been transferred fron appropriation funding to the Nevy Steck Fund. 

for exemple, slectronics items were transferred te the Nevy Gtosk Acoust 
on 1 July 1953, ships’ repair paris were transferred on 1 duly 1957, and ord 
nance repair parts wore transferred on 1 duly 1959. In each case, as itema or 
eatecories of material were transferred from thea Appropriation Purchases Account 
to the Havy Stock Account, they cecane chargeadla to the shins!’ operating 
funds. Teday the only categeries of material carried in inventory aboard ghip 
which are not carried in the Navy Steck Account are technieal aeronautical and 
serological material, Sureaz of Ships epecial sater$al, and technical ordnance 
waterial, 22 

with the continued wigration of shipboard type material fron the 
kppregriation Parchases Aceaunt to the Jeval Stock Account, 4% became increse- 
ingly <iffleult to finance stocks on board fleet fesue ships, tenders, and 
repair ghips at en acceptable level. To reduce the drain on operating Purvis, 
steck fund finencing waa extended te fleet iewae ahipe 44 1955. In 1959, stock 
fund financing was extended to inventeries aboard fear tenders aml repair alins 








225.5.) Public Law 215, august 10, 1949. 
*J2isher, Ope Gite, Pe le. 


4l34$,, Depurtumt of the Savy, Office of the Couptreller, avy 
“eeptreller Samal, Volume 5, per. Glv2ll. 
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10 
en a test basis, As a result of thia test, stock fund financing wes subsequent~ 


ly extended to all teaders and repair ships. 

Today there are twe variations of the stock fund/consumer fund systen 
and the appropriatien/free iawue aystem eaqployed to fund shipbeard inventories. 
Ga tenders, repair shipe, end fleet lesue ships, inventories ef Naval Stock 
rount iype material are carried on board the ships in the aval Steck Accour!, 





and the ships’ operating funds are charged whan the material is losued for use. 
Gs all other types of shins, Naval Steck Account material is charged to the 
ships operating funds at the time it ls isaved to the ship. Apprepriation 
Purchase Account material ie iesued free of charge to ail ships. 

The consumer funds for the operation and meintenance of the active fleet 
ships are appropriated by Congrees under the appropriation, Operation and 
Maintenance, Navy. The Bureau of the Budget appertions the funds to the Depart. 
nent of Defense by quarter, st the appropriation level. The Departnuent of 
Defense makea the fumds available to the Comptreller of the Navy on @ quarteriy 
basia by the iesuance of SD form 345. Soth the epportiamment and the 3D Fern 
3u@ linitetions are legal limitations under 2.5, 3679.25 

The Couptroller of the davy allocates the Shipa aud Facllities portion 





of the Operation and Haintenance, Navy funds to the Bureau ef Ships. The 
Dureau of ORips prevides each fleet comunder a suballecation of funds which 
ineluces specific budget projects for regularly scheduled overhauls, restricted 
availabilities, and supplies and equipage. In fiscal Year 1943, the Navy has 
established a Limitation en the supplies and equipage funds for each fleet 
comandexs 25 





3 rat: A 5 (Supra, Ye 3)6 YR. 29xliD6 
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Sepplies and equipege funds are alloted by the fleet comanders to each 


ef their suberdinete type comamdera. These allotments are alac lezal linite. 
tioss. Bech type comender is reapensible fer the financial sanazement of ail 
ships under his comand, and agtherizes each ship te charge the type command 
allotment fer the necessary sperating costs, souopiies, and equinage. The trpe 
commanders are nel authericed te suballct funda to individual shios, bat they 
are permitted te establish operating target emounta (GPTARS) for eash ship.7 
These OFTARS are intended te represent the type commander's estimate of the 
ship's requiresents for a #tated peried of time. In actual practice, thay 
represent the enount they type commander can aiferd to let each ship spend, 
rather than the anount actwelly required. The OFTARS ere net linitaliog of 
funde in a legal sunse, however, they are Linitetions in a practical sane, 
because exewading tae OPTAND at the individual ship level cowld cause the Dances 
controlled by the typos commamior tu Daceme wergbligeted. 25 

The ehipa' supplies and equipacge mule are used to provide simulta. 
eoualy for the operating conte of consumebics ued in day-to-day maintenance 
and operation, fer plletene, whartace, tug services, telephones service, repeire 
te ships vehicles and office labor.vevin: equipoent, for replacesent of itexs 
of equipace, plus maintaining preseribed Levels of inventories on ali ships 
axoept teviers, repair vhipa, and fleet iseue shine. ?? 

The initial allowance of repair parte for new ships and new equipnents 
instelled during the life of the ship, are charged to funds granted te the out. 
fitting or inetalling shiovard 
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12 
ment. of parts uged and increases in allewance must be paid for ly the snip. 


The supplies and equipere funda alloted to the type comsanier represent 
the consumer funds of the steck fund/consumer fund concept. The terns supplise 
and equipage funds, operating fiumds, and consweer funds sre analageus and will 
be used interchangeably in this paper. 


~~ fj eS le OO ee oy a me 
et et ee Gee . 





CHAPTER IIT 
THE PROBLEM AREAS 


The basic problem area in the current stock fund/consumer fund system 
arises from a condition that has existed for some time and can be expected to 
continue--limited consumer funds with which to maintain and operate the Navy. 
Under the present funding system, the ships! OPTARS are required to finance 
both day-to-day operational and maintenance costs and prescribed levels of 
inventories. However, the funds provided are not adequate for both purposes, 
and herein lies the heart of the problem. 

if the ships are to carry out their operational commitments, the oper- 
ating costs must of necessity have first priority over available funds, and 
replacement of inventories suffers accordingly. Some of the results of this 
practice are described by the following comments from the Commander in Chief 
U.S. Atlantic Fleet: 


The insufficiency of Supply and Equipage funds with which to buy repair 
parts for inventory afloat has now become critical and will hamper oper- 
ations even more seriously as current inventory is further eaten down. 
Three principle facets of the problem which are products of the existing 
S&& funding shortages are indicated below: 


a. Readiness of the fleet is being progressively degraded by the grow- 
ing shortage of repair parts and equipage, and to a lesser degree, cone 
sumable material aboard ship. These shortages result from insufficient 
S&E funds to procure the required inventory to fill allowance and/or meet 
minimum levels of support established by the Fleet Commanders. ... Fleet 
allowance and ecuipage deficiencies can be expected to reach a magnitude 
of 22.5 million dollars by the end of FY 63 unless positive steps can be 
taken to prevent such spiraling deficiencies. Fleet authority to transfer 
funds from other budget projects into S&E has been rescinded. No relief 
can therefore be obtained through this budgetary device. 


be. An accurate picture of the situation is difficult to obtain. ... 
There is no practical cost accounting method available to determine the 
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“mix" among the uses for S&i fimds, and to establish the true rate at 
which sperating cests are accrued. Under the severe presaure of ingul- 
ficient OPTARS, shipa are ferced te congune their investment in allowance 
list waterial to sustain operations. Ouring fiscal year 1963, the fleet 
is being funded at a S6% level of its stated requirements for operations. 

« « « 4h Addition to a centimiung reduction in the material readiness, 
cerand data is being understated to the supnoly system. Tims the Tlieet is 
not only faced with a situation undermining its ability to perform, dul it 
is alse presenting false indications as te true cests being incurred 

whieh can only aggravate the situation further in gubsequent budget cycles. 


Present acceunting precedures prevent. the free flow of material 
fren ‘ achivikies ashore to the Fleet and vice versa. These precedures dem 
aflost units the material already in the supply aystem, and useeded to per- 
ferm sasimed missions, but unavailable becanse of Leck of ShE funds. On 
the other havi, it encoonrages the retention of material not required fer 
eurrent operations because of the lew ratio of eredit to initial purchase 
costs, . . . Additionally, towards the end of each Fiscal Tear nanny 
bonafide fleet requirements are canselled because ond use Amds carmot 
be chligated fer these iteme befeora the end of the Fiscal Year, [lrecedures 
such ag there deseribed wre both anaes and vnacceptable to modern 
stendards of uatertal sanegenent, 4 


The cemiitions described by the above cooments have been verified an: 
further aeplified ty the General Accounting Cffice.2 On nineteen of the 
thirty-one ships visited, the General Accounting Office found shortages in 
ship repeir paris, electronics repair parts, and submerine repair parts amount. 
ing to about $00,000. 

& review of 1,775 line-item shortages disclosed that 1,223 ef thee had 
zore balances on the ships and that sufficient quantities fer 1,031 of 
the 1,775 items, and G06 of the 1,225 items, were available at the Navy 
supply seurces at the ships’ howe pert. Consideration of the quantities 
avaliable at other supply sources would greatly increase the member of 
line-item shertares that cewid have been Milled.3 

This review led the Jeneral Accounting Office to the conclusion that 
there were sufficient quantities of material available in the naval supply 
system to wect nost of the ships’ requirements, but the shiy cenid not 


requisition the aaterial becaune of insufficient consumer funds. 





1u.8., Commander in Chief 0.5, Atlantic Fleet, Letter (Supra, p. 1). 


treview ef Stock Funds in the Department of Defense (Supra, p. 1). 


STbid., ps 27. ltbia. 
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Thus, both the Seneral Accounting Office and the Commander in Chief 





U9. Atdantic Pleet idantify the ahortage ef convumer funds with which to buy 
materials from the atock fund as the irmediate cause far inadequate inventories 
sboard shins. Seth sources aluc commented upon the fact that mout of the re- 
quired material exists in the suoply system, but the ehips are denied the use 
of the material because of the requirement to buy it frou the stock find. 


This ivuplies, at least, that the steck fumi/conmmer fund syuten iteel? 





argravates the problem, and to some extent it does. 

in the Navy waterial classifications systen, 

e o 6 most cognizance categories include items which rance in character. 
istics fron frequently iaqued "best sellera" to neon~meving ingerance 
Stems 3 from items which are stable in design to those gubject te change 
and obselescence; fren "hits and picees" widely ueed da maintenance werk 
te equimments iesved only ta [1111 Burean-direvted installation progres; 
from commen, consomible hardeure worth a few conta to extremely exnpennive 
renairable sesendlies. Teapite this range of characteristics, most “Mavy 
detigions te steck fusd items of supply hare been made om the heale of 
entire categorles of usterial venaged Wy supply desmui conirel paints, 

This steck funding poliay has tended to meanify the conswzer fund 
probien. The were itene of material thet ere carried in the stock fund, the 
more comer funds the ships must heave te obtain the seterials they need. 
Alege, when high aeet ites and itess of unpredictable demand, such as lagurance 
Stems, are carried in the steck fumd, arm sudden er unforseen increases in 


usage reseits in an immediate “sqaeese” on the shine! OPTANS. Conversely, 








when theg@e items are net carriei in the stock fund, changes in usage rete do 
net affect the OPTATS. fo the stock fund/cengumer fund systen, ag presently 
applied, net only increases the amount of consumer finds required by the 
Ships, bot it maxes these funds euch sere vulmerable to uneomected demands. 
Another cesmen corplaint ecainst the current system is the fact. that 





an Eade, Ravy + eee Office of the Seerstary, Seelav Inetraction 
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type commanders* allotments de not receive full cradit for materiel turned in 


ty the ships. The eredit policy of the stack fund is to grant credit only for 
the value of returned material which 12 not in excess of ayater requirements, 
as determined wy the cocnizert Inventery Control Peints.© 

Under the present systes, the ships mgt estimate and pay for material 
requirecents, often times, far in advence of actual use. Chenging condtiters 
change regiirements, and weterlele purchesed im advance to meet requireeents 
that de not materlelise become exceae. These same conlitions create excesees 
in tetal systen atocks, and many of the tess that are excess to the ahips are 
alse excega to the total aystem, Thus, the shins cannet obtein credit for 
these iteus when ther sre returned te the supply system. The net result is 
that. opereting funds are tied up on excess atecks while current requiraneic 
sannet, be mot. ere again, the systen centritutes to the problen. 

Hewever, ag will be discussed in more detall in nubsequent chapters, a 
change in the funding system, as has been propeeed,? will not, in itself, 
reduce the over-all cost of material required to maintain and operate the 
ships ef the fleet. The question that must be engversd before a@ solution 
te the prebles can be found ie: why are consumer funda inadequate?® 

Two fasters that have a bearing on thig aspect of the pretlem were 
identified by the Commander in Chtef U.%. Atlontic Mleet. 

Firgt, the practice of the shipg nains up allowance List muterial ani 
not replacing 16 tenis te prement a falee picture of the true coats actoally 
being ineurred. Usder the present, fending and accsunting systes, the material 





oryeher, OF. Gite» Pa taki 
T3e0s Commander in Chief U.5, Facific Pleet, Letter (Sugra, p. 2), and 
| in the Department of (supra, @. 1), 9 Li. 


Ou.a., Department ef the Navy, Office of the Comptroller, Letter ef 
A] Pay 1962 te the Chief of Naval Gperationa. 
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7 
is cherged to the ships! OPTARS at the time the material is ieaued te the ship, 


instead of wien actually used. The charge is reflected in the official account. 
ing recerds at that time. Therefore, the value of the material used ly 2 ship, 
but net replaced in the inventery, is not reflected ag a charge to the GITAN, 
The value of guch material is reperted to the type commendera either nenthly 
or quarterly, as required, on the working capital reperts,? but this is the 
only accounting made of the true cost of operationg. This deficit in invertory 
ig recognized and budgeted for ty the fleet amd types commanders each year, beat 
the offietal accounting records do not reflect this requirement. Consequently, 
higher review authorities and the Congress have taken the view thet since these 
inveirtories were not replaced they were not actually needed, and the fwuis 
required to replace them have aut been provided. 16 

second, the prevent afloat accounting system provides the fleet aad tyne 
cganenders with dollar data on the material issues to the ships and daller data 





on material issued fren the ships’ sterereems fer use,t- but it does net pre- 
vide a breaxdeun of the type ef material ineued, or the purpose for which it 
is used. Censequently, they camoet adequately dlietinguish between onereting 
custe and welntenance costs. In other worda, the fleet and type commanders 
have no way of determining what it actually costs to maintain or operate c 
ahin of a given type. 

Thie places the fleet commanders at a disadvantage when preparing end 
justifying their supplies aad equipage badeets. As a remult, these twdrots 





Lier Manuel, Volume 0 (Supra, p. 9), par. 08161. 
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are submitted aot as plenned prograns, but as estinateal? which ere @ifficult 
to suppert and defend, Since they are estimates, they are subject. to core 
oritical review by the reviewing authorities. 

Glogely allied with, and contributing to the inability te deternine 
actual costs and predict future requirements is the lack of a uniform pla 
mauintenance program. This lack ef a planned pregrem contributes te the sip. 
plies and equipage funding probles in two ways. First, in the sbwence of 
moh a program, waintenence is frequently not plammed aheed bat performed 
more or lesa on an "ag required® basis. On this baeis, it is very difficult 
if not lecessible to predict fature parts and fowls requirerente with eay 
degree of accuracy, “Second, in the sbeence of s planed seintenance program 
for new equipments, repair parte ore previalomed on the baxis of encinsering 
estixates of failure ratee and uncertain eaintemance pelicy.t3 The initial 
allowances of repair parte are furnished to Uw shins on thie sane basis, 
end whea these estivates prove to be wreng, the ships mast fund the addi. 
tienal parts reqeired from their, already inadequate, OPTANS. 

The supplies and eqaipace fuming preblem is further complicated oy 
the "material failure, unreliability, and high operations] and maintenance 
eosts broaght about by eld age of most ef the shins of the fleet.) As 
these ships becene elder the failure rate of machinery and equipment increases, 
and a proportionately larger azount of funds ie required, each year, fast to 

















12u.3,, Departwent of the Navy, Office ef the Chief of Naval Operations, 
intra-office memorandun frem OP.120 to OP90 on Ganagement of the Navy Sapely 
Syater, 25 June 1962, Pde ou 3. 


A3teid., poe bud. 
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19 
keep them operational. Under the level budget philosephy that has prevailed 


for several years, this ateadily increasing maintenance cost has a "shrinking" 
effect on the supplies and equipage funds. Here again, the lack of e plamned 
waintenance pregran and the inability te distinguish maintenance costa fron 
operational costs further aggrevate the problem. 

“Aopreximately three out of four ships of today's fleet were built under 
World war II programs with capabilities designed te meet the Werld War Ii 

hreat."15 In order to make these ships effective against tedayte threat, 
many of thes have been modernised and refitted with newer and sore complex 
armament. and equipments. These new equipments invariably require a greater 
number of repair parts to suppert them, and at a much higher cost. Yor 
example, a World War Il light cruiser required an allowance of 4:60 electronic 
repair parte at a cost of $33,600. This same ship converted to a guided mis- 
gle cruiser requires an allowanee of 10,900 electronic repair partes at a cest 
ef $300,000.16 Although the initial allowance of parts is financed from funds 
granted to the precessing point, the ships! OPTARS must pay for ea lercer mam 
ber of more expensive replacement parts when these parte are used. This takes 
another "bite" out ef the OPTARS. 

Further complicating this part of the preblem is the fact that many of 
these equipnents are nev develeprents, being intreduced inte the fleet fer the 
first time, or thay are new modifications of previous designs. They frequentir 
have not been tested under actual epereting cenditions. When placed in wse, 
parts fail that were net expected to fail, and others have te be replaced at 





Wipid., Pre 72ué. 


16y,8., Navy Bepartment, Havy Manarement Office, Study of H 
Or tion for Electronic Mattiera, June 1962, Appendix ¥, 3 
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a faster rate than expected. The _ OFTARS must bear the added expense. 
These sawe conditions apply to the new shipa being added to the fleet, mut to 
an even greater extent.17 Wet only are the weapon systems and supporting 
ecuipments new, but frequently all ef the ship's machinery is new or a aodified 
@eaign, and the added financial burden of "shaking dewn" and operating the new 
ships is more pronounced. Yor example, the OPTAR required by @ Polaris sub. 
uarine is eight tines as large as that required by a conventional sebmarine.2& 

All of theee factors, elder ships wearing out and requiring progres- 
sively larcer amounts of maintenance funds, mere complex equipments containing 
greater nunbers of more expensive perts and components, and new ships and 
equipments entering the feet, are things which can be expected to occur. 
They are not hard to viewalize, and it is net difficult to ace how they can 
increase the cost te maintain and operate the ships of the fleet. But, te 
predict, in advanee, when and to what extent eld ships and equipement will 
require repaire, or how mamy expensive perte and componente will have to be 
replaced in new and unpreven equipment is another matler. These are things 
which the ships and fleet and type comsadere cannot control and camct 
predict with any decree of accuracy. To convert these uncontrollable uncer. 
tainties inte firm dollar budgets that can be justified and defended befsre 
the various reviewing authorities and the Congrese is next to impossible. 

There ia one other facter which adds te the supplies and egquipsge 
funding problems. As stated above, accurate prediction ef finds required for 
ship maintenance and operation is next to imoessible. 





lithe above comments are besed on personal experience aleard a converted 
destroyer and discussions with Supply Officers who have recentiy returned fros 
Guty aboard new guided sissle frigates. 


lcress, op. cit. 
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2h 
Furthermore, requirements amd priorities change constantly after tha 


funds have teen alloted, especially because of euch world events as the 
Suen, Lebanon, and Berlin Orisea.1 
A more recent example of events that can radloally echsace operational require- 
nents is the Cuben crisis that eceurred in October, 1962. 

Yet, tte furdis allecated to the Muresu ef Shipe gad alive slioted 
te the tyue commanders are lezal Limitations ef funds, which de no .. wide 
for these [uctuationa in requiresente. 

Thus the shipa and fleet and type commanders are presently in an unien- 
able funding situation. The facters which determine future funde requirements 
gannet be accurately vredicted, are frequently uncentreliable, and are subject. 
te constant change, while the funds provided to meet these requirements are, 
for all practical purpesen, fined dollar cellings. This is the dilemma which 
has foreed the ships to use up their inventories without replacing them, arnt 
reguited in the deterioration of fleet readiness. 

This problen and the nuasreus factoru which have produced it are the 
things that must be dealt with if the fleet ia to be maintained at an accept. 
able level of readiness. In the next chapter some of the actions taken sad/or 
proposed to alleviate thie pretties will be discusses. 








\tieview of Steck Funds in the Dep of letense (Supra, p. 1), 
pe 40. 
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CHAPTER IV 
PROPOSALS POR TAPROVEMENT 


The proties: aveas identified in the previews chapter are not recent: 
develognents, nor have they gone unrecoguized. To the contrary, a lot of 
effort hae been devoted te astudying the sroblems and developing orepesed 
solutions, ‘Sere of these proncsals are in ths precesa of deling iepliamented 
while others are still in the discussion sad evaluation stages. Because of 
their impect upon oblker preposals stil under consideration, these apgreved 
for imolesentation will be briefly dlecussed end considered Lirst. 

ixaperiamee and a Navy review of stock funding oroblemal have led to the 
publicetion of revised criteria fer the exclusion ef itens fren the Navy Sleck 
funda. Thego oviteria are quoted in pertinent parts below: 


iieus which meet one or nore of the following criteria will normally be 
exeluded from Ravy .. . Stock Fumie. . « e 


@ Items aseigned for laventery management to Navy Suremis. These aes 
(1) Items in a reaearch and developwent stages 


f2) Iteus for waich > and precurenent requirements, quality 
2 and/or to use apa contanuing logistics engineering, 
er fiecal administration and control at either the department or service 
Levels; sad 


(3) Tteae procured and issued fer epecific installations, and not 
plamed te be replenished and availeble for ceneral we. 


b. Iteus whose futere onles are not likely to maintain the Stacs 
Funda? revolving seture by return of the atock investaont. Sxanples 
insuranen itexs with a high cost inventory investment and Little —_- 
ability of denand, 





13.8., Navy Department, Secliav Instruction 7113.4, op. cit. 
2? 





23 
c. Items subfect to hizh rates of obsolescence. 


ad. Itema which are repetrable and which, when replaced, are to be 
exchanged or retarned by usere for induction inte repair programs. 


e. Items which cannot be aseligned a fira standard price immediately 
upon entry inte inventory er within a reasgneble period thereafter. 


f. tens which are subject to rapid design changes, regarcleas of 
whether in the research and development siage or in operational use. 


gf. iltexs which, if subjected te a funding constraint et the consuner 
level, could result in unacceptable rleks te personnel or equipments. 


h. Items of high cost which are locally unpredictable in demand and 
the acquisitian ef which at the consumer level would place an inordinately 
heavy burden en operation allotments. Items of this nature should be 
determined only after full consideration of the other criteria listed 
abheva.é 

& committee in the Bureau of Supplies and Aceminits is currently working 

on the implementation ef these criteria. It has been estimated that close to 
80% of the items on a ship's allewance list sre of an insurance nature, ‘hen 
this committee completes ite work in June or July of 1953, a siguificent per. 
centage of allowance list items now ateck funded should be transferred to 
apprepristion funding.3 

The degree of relief that will accrue to the consumer funds by appli- 

eation of these criteria will be directly proportional te the extent to which 
the "problem® items are remeved from steck fund financing. As items are 
transferred from the stock fund te direct appropriation funding, the procure- 
ment apprepriations will have te be increesed accerdingly. Since the con- 
sumer funda will elee be relieved of the financial burden of these items, 14 
is quite probable that a corremonding decrease will ultimately be made in 

so funds. However, the ships will no learer have to 





operation and # 
pey for replacement of high cost insurance items and other high cost itews 








éeTbid. 


3U.8., Wavy Departwent, Bureau of Supplies and Accounts, Staff St 
eet Supply Readiness Problems (unpublished), March 1963, pp. ene 
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whieh are unpredictable in demand and wrich place inerdimately heavy berdens 
on operating funds. Sudden and unexpected Increases in usage of theas itens 
wihl ne lenger affect the ships! OFTARS. The real relief that will accrue to 
the ehips will be in the forn ef nore staale, pretictanie, en! menageshie funds 
reqpirements. 

In the metntemence erca, a Standard Navy Kaintenance Menagement osteo 
fe being developed fer implementation beginning in July 1963.4 This mainte- 
nance wimagement systen is net sufficiently develened ta be diacuased in 
detalii. Savever, a trief description and speculation of ita future imlica- 
tions in ceenn? appropriate. The orepaged syoten provides for « gs uaccdar! 
naintenanes pian fer each piees of shipbeard machinery and equipwent and a 
wtendard system for reporting nalintenance and repairs performed. ach ship 
will be turnished a deck of cards containing the pertinent maistenaace gad 
repair data fur each plece of instelied machinery and equinment. Preventive 
maintenance wili thea oe sertermed according te a prageribad plan fer each 
piece of equipuent, Theeretically, at least, all equipments of a given type 
wili reteive the vane level of maintenance at preseribed intervele, 

Through the gtanderd reperting systexn, maintemence end machinery 
oagulty resorts will be forwarded through the various levels of nanecenent to 
@ central rerertins center. Through the use of modern date procemsing equtr- 
nent, detalied maintenance and casulty data can be accuculated and asnalyasd 
to determine causes of equipsent failures and provide a basis for predicting 
future meintenenca requirements, 

The maintenense menayenent gysten ie baged on a maintenanes aysten thet 








&y,S., Havy Departwent, Office of the Chief of Naval Operations, OPMAY 
Ingirection 700.16 of 2 March 1943, 
Tete. 
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was developed and is currently in use aboard an Atlantic Fleet destroyer. 
Present plans provide for installation on all dcestreyer type vesecle bezin- 
ning in July 1963 with ultimate installation on all Meet ships by February 
1965,° 

ehide the full advantage of this maintenance management program may noi 
be realized fer several years, it will wltimately pley an important rele in 
the funding of shipboard maintenance requirements. When the planned mainte. 
nance program is fully implemented and the reporting system begins to previde 
the necessary "feedback", Navy management levels will have a more firm, basis 
for predicting maintenance requirements. 

Looking further into the future, it is expected that analysis of fail- 
ure and asage date crovided by this syatem will enable the Wavy to develon 
more eccurate and realistic allowance lists of repair rarte te be carried 
aboard ship. Aa stated by Vice Ad=irel Sylvester: 

o « « Our allowance lists will more closely relate the criticality of 
parts failures te equipment and the effect of failures on the shios! 
mission. 

An insight inte the future role of the maintenance management systen 

in the repair parts problem is contained in the following statement: 

We are emphasising, . . . that beth the engineering and the supply 
orgenisations wast couplement each other's activity extremely closely in 
the use of stock statua, failure and usage data. iepair partes Cit 
penents come only at great cost after austere financial reviex. 

Ginee Karch of 1962, three seperate oreposals to change or madify the 

current system of funding shipboard inventories have been submitted. These 





Srpia, 

Wies Admiral John Sylvester, USH, "U.S. Navy Maintenance Management 
Goale ~ 1962 through 1967," An address delivered to the Department of Defense 
Maintenance Management Conference, S December 1952, p. 4. 


Crutd., p, 8. 
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26 
prepewals will be discussed in the order subsitted. 


The flret prepeeal wae subeitted tw toe Co@esader in Chief 0.5. Pacific 
Fleet in March of 1962. Pertinent rerts of this prepesal are quoted below: 


&. At the Gommancder in Shief 0.0. Pacific Fleet Tipe ORAS EP? 8 
Conference on 1) February, there wae arplified dilaceealen of the proporal 
te carry siilpbeard stecks of consumables ei} Fey sir parte in the Navy 
Stoask Account. In view of the serious inadequacy of funding fer this 
catagory of material, CIECOACTL? Isels that early ection to adart any 
procedures which will ixpreve material readiness is warranted, It is 
felt that the orecedare of carrying this material in the Mawy Steck Account 
will aseist in providing timely data es to coneunction of material and will 
thes ageist in supperting budget presentations fer adequate furniing. 
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S, The advantages which will accrue from adoption of the preposed 
procedure seem clearly to subweich petential Gisadvantaces. Accordingly, 
it is requested that the Chie! of Newal Operations initiates action to 
cenvert the invecteries in aikins with central storeronocs to the Navy 
Steck Account, Clase 207, end to provide for these ships te prowure, 
CUED SPE ARE OD, AE A EEE Ber WGED RE Cy 
shice. ow 4 


Thia precegal was initially presented at a Commuter Service forces 
Joint Conference by Kear aceiral EF. Meteger, SC, U58, Sapply Officer, 
Comander in Chief U.S, Paeeifle Fleet, ani wae the subject of considerable 
discussion prior te ite formal suaciesion. The cenference repert listed the 
following advantages to euch @ procedure: 
Te me the most important advantage is that thig axtian will enable the 
Ships to carry on beard the itens needed to siay at sea. This is net 
possible now, Dut etock funding will make it pesalble, 


Second, this will improve avallable knevledge aa to tune consumotion 
rates end true requirements for mebilisation axl for budget purposes. 


Third, 4% will aieplify the work abrard ship and it will reduce the 
workload ashore. 


Yeyarth, 1% will eliminate the "end of the fiscal year® probles which 
now prevents chipe frem replenishing in an orderly wamer. 


Fifth, eperating fends will be used fer operating end will net be tied 
wp in inventery. 











MSs, Coumamier in Uhief U.5, Pucific Fleet, Letter (4 Supra, p. 1). 
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Gixth, it will elixinate the current serious problem of errensous 
charges to OFTANS and Type Commemier Allotments, 


Lastiy, a9 a gemral observation it will pul us om a dSusinens-like 
vagie with goed wenarenel. control of our funds an inventeries.t° 


Prom a fleet view: oint the steck fuming of inventories aboard temiors 
and repair ehips hee preven te be sucevesstul av indicated in the felioving 
etatenent by Admiral Seteger: 

It is interesting to nete thet, wile this action wae taken ae a sort 
sat "tr cata ofa Tat Sk eotane no ee Sa 
availability of repair parte. 1. 

Ag was te be expected, the propesal to extend this system to the 
combetent ships set with sonslderacie controversy and produced sose equally 
iuepreasive divatvanteges against which theme advantages mast te weighel. 

it ig generally acknowledged that this procedure would initially pro- 
vide the scoeamary range and depth ef required material aboard ships with 
central storereesg. Bunt 1t would not gelve the preblen fer @ nusber of smaller 
ships, including seme destroyer types, sulmmrines, and etter vessels vitheut 
central storeroons. 22 

There ig aise sone reservation about the ability of the stock fund to 
euppert ships’? eliowances on a continuous basis. The rediatribetion of stock 
fund inventery te the shipboard level would reduce the depot ihiventorles us 
leew additional ateck fund woney could be obtained te replenish thom. EE St~ 
rience with the shift of tenders and repair ehipe te steck funding dows not 
indicate that tae Department of Defense or the laewan af the Dudget would 





20, of Commader Servies Forces faci ific.Comander Servine Forres 
Atlantic J Conference, San Diege, Oallfornia, 196?) February 1942, 
Agia Item He. Sl, pe 13. 


Llretd., ps 12. 


| 12u.5,, Commenter Service Force Atlantic Meet, Letter serial 56/3060 
of 13 April 1962. 
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consider thia a valid basis fer the apportio ment of additional funds to tha 
steck fund. 

The stock fund had te absorb approximately $10. millien required te 
meet deficiencies in the tender and repair ship lead lists. On this basia the 
deficiency in funding preblem is not solved but saifted from the consumer funds 
to the stock funda. Urlesa the steck fund hes sufficient Dundas to replenish 
stocks and proeure the new items entering the systew, the required saterial 
will still not be abeard ship where it is needed. Another facter contributing 
to the hesitancy to tie up stock fund meney in shipboard inventories is the 
eppertionment controls presently exercised ever the stock fund. As reported 
by the Senate Araed Services preparedness subcounitiee: 

The most frequently clted ebstacle to a more effective use of the stocx 

Amd is the difficulty encountered uader the present method of sappertion- 
ing obligational autherity in order te precure stocks on an orderly and 
timaly basis te meat engtomer demands, Gitmations have developed in the 
past where prompt procurement arthoritg needed ay the alock func manazer 
was not available te acquire material to satiety customer-funded rogul. 


sitions. This was breught about oy the need te seek apportionment frma 
the Departuent of Defense and the Puree: cf the Buceot. This interferes 


wilh preper supply suppert. 

Cther cawnonly mentiened disadvantages such as the probability of ships 
over~—stecking, Surther reductiesas in ships? operating alletments, losa of 
eontrel of inventeries vy fleot and type couwssaders, and increased control by 
the comptroller types can be *intelligeatiy detuaked", 

However, sore pertinent te the basic preblem is the question; te what 
extent will extension ef stock funding te counbdatant ships selve or alleviate 











13y.3., Navy Comptroller, Letter (Supra, p. 16). 


lay -S., Congress, Senate Comdttes on Arued Services, Report of the 
Se inves Ligating or oy The ee oi Stock Funds in the 
Ig De ° —_ 


Preparedia 
Nilitary Establishment, 86th Cong, 2d 
Wrisher, ep. cit., p. 53. 
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the problem of ingufficlent conauser fundeT Seving the material ome echelon 
Closer te the end user will not increase the gine of the GPTAN. it will, how 
aver, act ag a one timo augmentation in that the ships will be able to obtain 
@ Mali allowance of material without charging 1% to their OPTASS. This prae 
cedure will alae pernit the ships te keep @ fall allowance on beard, provided 
the material is in the supply eyetem. This would be a distinct advantace in 
cases of national exergency. The shing could theeratically, at least, be 
combat loaded at ail tines. 

Another advantage of this procedure, from the shica' viewpoint, is that 
OPTARS would net pay for the material wrtil it wee actually drawn fren the 
sterercems for use. Operating funds would not be tied wp in inventories that. 
wight later become exeess. On the other hand, the loss of funds due to dic. 
pesal ef excess steck would have to be borne Gy the stock fend. This would 
in turn aggravate the funding prokien im the steck fund. 
accounting eaysten will also be extended to that level. Gharges to the OPTANS 
Will then be reflected in the officiel accounting recerds at the tice the 
waterial is actually used. Thia will previde a record of the true costs of 
maintaining and operating the ships. Equally impertant, these costs will be 
reflected in the “nancial and accounting reperting sysetew, ami can be accue 
miated at desired managenent levels for vudrel preperation and justification. 

This ayeter will alse provide sore orderly and securate demand data on 
ships! requiresents to the sumply system. Items of ahipteard inventerles can 
be reordered as thay are used inatesd of walting until OPTA" funds ave avail. 
ehle for inventory replenishnent. They susply system will be advised of the 
ships’ requirements as they occur, and can more accurately project gyaten 
stock requirements. 

Tima, extension of stock funding to cenbatant ships will net, in iteelf, 
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30 
solve the problem of insufficient consuser funds. It will, however, allevi- 
ate the imnact of the shortage ef funds and previde a basis for more acouT~ 
rately determining and justifying fade requirementa. tut as long as saterial 
and service requirements exceed the availahle OFTAR fumis, there will continue 
to be "cireunstances where inventory needed for vse is available in the stock 
fund bat conganer funds are not available to buy it out,"25 

This was ese of the conditions which led the deneral Accounting Office 

te propese: 

« « » that the Secretary of befense have the “llitery departments 
discontinue the use of consumer funda for repair parte and other neateriol 
at the cowbat and coubat support levale. 

Since the adoption ef this propesal would require certain changes in 

providing the funds for procurement purposes they further preposeds 

e « » that the Secretary of Defense either (1) provide that conauner 
funds fer repair carts and other combat materiel remain at the . 
levels rather then be allotted te and through the various command strata 
and that the procuring activities be reimbursed from thease funds as 
materiel is issued to users or (2) eliminate completely the uae of such 
consumer fumds fer repair parte and other coshat materiel and have tis 
materiel financed by annual appropriations fres the Congress.) 

The Department of Defense rebutted this prepesal with the following 


statexents 





i, With reapect te the portion of the above recowmendation which would 
eliminate the use ef consumer funds completuly fer these items and have 
the precuring activities request anneal appropriations from the Cangrese, 
the significant accomplishnente experienced under the use of stock funda 
de not warrant the ceneral conclusion that a system af procerenent through 
aamel appropriations should be substituted. Through iepreved gapply and 
finenecial management, stock fund inveatory was reduced each year fron 1957 
to 1961 with e tetal reduction of 3.2 billion. Inventery reductions 
occurred through the dleposal of excesses and the use of steck fund 
material in long supply without replacement. This has resulted in cagh 





LY¥Yye tis ahi hh whe | ah 1 * (Supra, re 3), De 77. 
72 Review of Steck Punde in a the Departaent of Defense (Supra, pe 1), 
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retura to the Treagury or transfers to other pretation in the emournt 
of 5,2 billion since inseption of stock funda 


The above procesal is analogeus to the anpropriation purchases account 
ayatem the Navy uses to fund aerolegiceal, aeronautical, and other special 
material. It is also favored ty sone offices of the Savy Department. fer fun. 
ing other technical repair parte and insurance type tectwiical materials.“ 

Ag the revised steck fund criteria previously Glacussed*+ are applied, more 
and more Savy eaterial will be fended in this manner. For these reasons sone 
ef the advantages and dleadvantaces of thia methed of funding will be ore. 
sented. 

From the podnut of view of the ships and fleet and types coomenders, this 
ayaten provides the aest Mexibility and readiness capability vecaage material 
may be requisitionad on the basis of cemputed requiresenta, without financial 
constraint, This apsten is wore regponsive to emergencies and fluctuating 
requirements, where the material is in the supply aystem, because there is no 
necessity to ettain additions] funds prior te reqaisitioning the zaterial. 
Sines po Sinancial control is Lepesed upon sevenent between depot ax? ship. 
beard leveis, pesitioning ef material in the supply aystes is facilitated ty 
this aystes.°¢ The shivbeard paperwork and accounting fimetiona are decreased 
besause there ere no OITA records to maintain. This sethed ef Runding would 
alse reduce the necessity far repair perts to compete with ether sidatenance 
ami opevationn coste for the scarce CPTAN dellars. 





199.8., Department of Defenge, Assistant Secretary of Defense, Camp. 
troller, Letter of 21 August 2962, 


*y.5., Kavy Departuent, Offies of the Chief of Haval Operations, 
Letter serial SLOTPLI of 26 duly 1962 


Clsupra, Ps 22. 
22overating Fund/Steck Fund Study (Supra, p. 3), pp. 62-4. 
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de 
There are aiso certein disadvantages to this aysten, particularly fron 


& Management viewpoint. Since decisions to use or obtain material are not 
subject to financial constraints, the incentive to conserve material resources 
ig net as great as 4% is under a conavmer fund eystes. There are mang people 
who would argue thet this is not the onec, but from personal experience, the 
writer bas four) this te be a valid statenent, 

iu & result of the ceneral atwosphere gaurrcounding a free iseue graten, 
financial inventory acceunting ie net generally as reliable ag under stock 
Ands, “This hes teen repeatedly dewongirated where material hee teen trang 
ferred from apprepriatien to stevk fund Cinmicins."23 vale, at a given point 
iy tine 4% way appear that more aateriel resources are availeble to the ond 
user unier @ free isous aycten, thie is not a aysten wide conditim. Fuch a 
aysten dees not increase tetal resources slave these are fixed by eageta 
owned, on order, and financed under congresslonally approved budget precrass, 
regardless ef the sanagenent systes. Thus, saterial requisitioned ky a user 
ia excess of real necda may revolt in total system shortages, 2% 

ilkewise, aastere precurement aporecriations can and do result in 
material shertaces at the end user level thet have the same net effect as 4 
shortaze in consumer funds, The writer resenbers quite well a severc cshortace 
in aviation repair parts thet existed in 1957 and 1955 as the remult of badget 
outs in the precarement appropx 

The appropriation free iseue aysten is ast a cure all for a shortages 
of consumer funda. This system will provide more flexibility at the end veer 
Level, and to the extent that systen stocks can be maintained at the required 
level, it wili remove the prokles from the fliset. Sowever, unless adequate 
precurwent funds are previded, system shortages will develop and the end 








23tbid., p. 63. 2bibid. 
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33 
result to the fleet is the same. The required material will aot be available 
when needed. 

A third preposal affecting the present stock fund/consumer fund syster 
was prepared by a Department of Defense Vorking Group and submitted by the 
Assiatant Secretary of Defense, Comptroller.°>5 ‘This study encompassed the 
operating fund/steck fund problems of the entire Defense Department, and is 
mich broader in scope than this paper. Zowever, certain of the recomendations 
submitted are pertinent to the esubject of funding shipboard inventories, They 
will be discussed only to this extent. 

To provide a basis for item identification according te material manage. 
ment requirements, the working creup recowmended establishment of the follow. 
ing definitions for use throughout the Department of Defense: 

I. Item Definitions, ... 

Ae Hise a items. End Items and Replacement Assemblies and Parts 
of euch importance from the standpoint of military essemtiaslity, signifi. 
cant economic impact, or extreme variability of demand, that management 
techniques require central item control of inventeriles throughout the 
Supply system and a frequent and detailed examination and analysis of 
the factors, allewence and other criteria used to control issues, and 
requirenents determination and supply and readiness status snalysis. 

B. Secondary Items. ind Items, Replacement Assemblies, Parts and 
Consumables thet gre centrally managed by establishing station, ship, 
or base, and depet stock levels and using net issue experience in fore- 
casting replenishment demand, 2© 

Using the above definitions as a base, the group recommended that 
material be included er excluded from stock fimds in accerdance with the 
fellewing criteria: 

Iz. Stock Fund Criteria. ... 


A. Inclusions - All secondary items except fer: 





operating Fund/Stock Mmd Study (Supra, p. 3). 


26Tbid., pe 12. 
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By 
1. Ineurance items. 
e- tens directly related to the safety of personnel. 
3. Repairable exchange-type ites. 
4b, Items is research and developrwnt stage. 


B &xelusions - principle items and excepted secondary itens 
- Listed aheve. 


The eatablishment of standard definitions for item identi Moation 
provides a comeon base for the application of steck fund criteria and the 
ultimate determination of what items the ships’ OPTANS must pay Por. However, 
from the Navy's viewpoint, theese definitions should be considered as general 
guidence definitiona rather than herd and Cagt rules, Ctherwise, ther woald 
be too restrictive for the purposes ef determining funding responsibilities. 2° 

The steck fund criteria recomended ty the wortcing group is very 
sieiler te the revised Navy Steck Yond criteria exeept for the tyne of ites 
to be excluded. The Navy criterle provides for the exclusion of the itome 
recomended ty the working groan pine Mich cest team which are locally ume 


predictable tn demand and items of a highly sbeclescent nature, The exclu- 


sion of the latter iteme, on a selected iter bagis, is considered highly 

desirable. The Navy hae recomended that ite eriterta be used ag the basia 

for determining items which are te be exclided fren stock fund Mnencing. £9 
The Reparteent of Defense working croup also recommented: 


Ti. Depth of Sxtension of Steck Funds. 


A. That the steck fund for material orimarily expended to a 
and asimtenance appropriations be extended only to the depot Level, which 
le defined to cover COT denote an? maser supply pointa, overseas * depots, 
and maser supply ships end tenders. 


2? Tid. 
oy .5., Havy Separtment, Office of the Searetary, Assistant Secretary 
dw Reavy, Finaneiel Menagenent, Hemosrancen of 33. Jagmuary 1963, Snel. 1, 
Be ie 
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~— That internal stock fund centrole be established within esch earrice 
asyure preper peeitioniag of material at each steck Sund atorage loca~ 
jh 


In substantiation of this receemencdation the group provided the fallow 
ing retieeale ewmeeary: 


This gelection is made with full appreciation of counter ares awecnte that 
exist. It is beliewed thet (1) the bamefits of greater Ment: iity in the 
use of lecally evellable resources or stock levels at a point te tine, (2) 
racognitien of the limited abliity for Fore te cantrel imetoties holew 
depot level, (3) the previsien of one besie famding aczeunt for the loosliy 
cantrelicd and centrally controlled tavrenteries at base level and (4) the 
fant that it is a preven syster in an exceedingly tearlex ares for some 
commodities in «ll services, ovtveich the dleniwanteres of (1) ressible 
drawdown af base level inventeries below euthorlsed levels, (2) the need 
fer sentuver funts (partievlarly Ot) te finance cipeline ant levels, (3) 
the problens of resitioning inventories for special parpesee and (1) other 
lesa definitive objections that right be refeed. These disacvarntaced, 
hevever, con be minemieed fei¢] ty other actions such as improvement of 
program mildance to establish oraver priorities for imrentery levels and 
ugace, recomition jn OAM eaigne of funding needs for pipeline and leveis, 
and develomment sf preeedures to position Lventerics where required. 3) 


rart 4 of this reeomentation, woald have considerable Lapact unen the 


funding and menaceren’ ef the inventories of the shore setablishment. “st 1¢ 





weuld net alter the current. system af Rinding skishoard lnventarioc. Om y 
the working prow: vould reky on a revised stock Send criteria and recognition 
in operation and sulntenance innigete of Santing needs for pipeline and inven. 
ty Levels fo alleviate the fleet fondling creblen, Tt fe arres? that recog. 
edtion of fwadling neede for pireline and i:vemtory lovela tr Merortaent of 
Defense am? furnean of Che Bacrat review officials end acknawledcenent by the 
Cengrese in the form ef additional operation and maintenance fends woeld helo 
te alleviate the Cleet*s prebler. fowever, thie nee? ts net nov batag febby 
resqyniaed or acknowledged, and {t 4s deubtful thet it will ontdl the fleet is 
better able to identify and guppert true requirerants. This preeosel of fera 
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35 
ne solution to this part ef the probles. ecomendation ITl.c is alse cen. 


tingent upen the fleet having eufficient funds with which to buy the material 
frem tae steck Snead. 

The oppesenis ef extending steek cunding te the ceetatant shine cou 
currec in this proposal te the extent that Lt. would prohibit auch axtegaion, 
but this feeling wae net unanisous. O%ficlally, the Newsy cid act concer in 
this recemsenigtiien, The cuphy io the Sapactment of Defense stated, in part, 


that the effect ef thie vecewnendatien would be: 





+ « « in oppesitian te the recommndation of the Navy's cawaitter on 
reorgenigaiion te extend tne stack fund to combatant ashing with central 
sigrercoas. “hile the mree and eens ef ouch extension hare been argued 
in the peat, this recommendation is new before the Jecretary of the Hayy. %@ 


Thee is where the deaue eteands tedagy. The report ef the Ravy's cm. 
nititiee en reoercunisstion hae ast been released for general infermation anc 





was not avaliable fer inclusion in this discussion. If the Secretary of the 
Hevy has reached a Gecision on this recommendation, 1+ has net been released. 
Likewise, ne decieien on the working greur report has heen released by the 
Department of Delenee. 





32iseistant Secretary of the Navy, financial Management, Momorande 
(Supra, pe 3h), pe he 
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SUMMARY, CONCLUSIONS, AND 
RECOMENDATIONS 


The Navy at the present time uses two basic systems for financing siip- 
beard inventories. This dual system came into being when the first Navy Steck 
Fund wee established in 1893. From the tine of iis establisheent until after 
World tar II, the steck fand was used to Mnance consumable materials. Ail 
other materials were purchaged frem annual appropriations and issued free of 
charge to the ships. Prier to *erld Yar II, the ships carried consumable 
supplies abeard ship in the Navy Steck Account and charged them to appropri- 
ated funds at the time of issue for use. 

ring Werld war Ii, consumables were charged directly te the appre. 
priations at the time of issue te the ships, and no further financial centre) 
of material was exercised. After World War II, there was a brief return to 
steck funding consumables aboard the ehips, tut this practice was abolished 
again during the Xerean var, It was decided that shipboard inventories of 
consumables and repair parts could be contrelled ty allewance lists and lead 
lista. Those carried in the Navy Steck Account were charged te fleet eper- 
sting funds at the tive of transfer to the ships. 

During this same period more and more items of a non-consumable nature 
were migrating to stock fund financing and finally in 1957, repair parte were 
capitalised inte the Naval Steck Acceunt. This practice alae started a 
"equeese" on the ships* operating funds that hes grown progressively more 
severe over the years. As @ result, inventories en tenders, repair ships, 
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38 
and fleet issue ships could not be maintained at levels commensurate with need. 


fe alleviate the pressure on operating Dundas, ateck fund Mnancing was extended 
to fleet isme ships in 1955, and te tenders and repair ships in 1759. 

Teday, the shortace af consumer fonds has praduced the sane conditians 
in the combatant ships that. led to the extension of stock funding to tenders, 
repair ships, and fleet iegque ships. Ghertaces of repair parts, equipaze, and 
consumable materiale ure endangering fleet readiness. There are a number of 
reasons for the shortage of consuser funds. 

Under the present. funding aystem, the ships pay for ateck fund material | <- 
when it is brought abtoari, rather than when it is used. Itens of inventory 
used but not replace¢ are net reflected in the accounting records and actual 
eost of maintenance and operation are understated. This oundersiatexent of 
trae costes hurts future budget efferts. 

Recause of inadequate cost inferwatian and a lack of a planned asinte- 
nance progran, Tleet maintenance and operation budgets are submitted as 
eatimates instead of planned programe. Thase estimates are difficult te 
support and defend and are aubject to more critical review and budget outs 
by higher reviewing authorities. 

Ase the shins of the Meet becowe older, the failure rate of rachinery 
and apripment increases and propertionately Larger amounts of feris are re~ 
erured ach year te maintain and operate then. The expanding technelesical 
advances jc: nedern warfare have resulted in more cestly and complex weapons 
anc equipsente being introduced te the fleet each year. The cost to maintain 
oni operate a redern cemlex ship rans as high ag eight times the cost te 
maintain end eperate e World Wear Tf veswel of similar type. In the rush to 
get the latest ojuipment develepaents to the shins, equipment is placed 
abyard chip before it is fully checked out and de-bageed. All of theve things 
oring about unpredictable increased funding requirements. 
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4 
Several actions have been taken and/or proposed to overcome these fnrui- 
ing difficulties. The Navy has published and is im the process of inglement- 


ing revived criteria fer the exclusion of certain itezs from stock fuad Tine. 
cing. Liberal epplication ef these criteria should significently reduce the 
number of high cost iteas of unpredictable demand which the ships must pay Tor. 
This should, in turn, make the ships’ funds requlremante more stable and easier 
ts forecast. 

The standard sainternence management system to be inetalled begining 
in July 1963, ie expectad te provide « firm basis for determining future 
maintenance requirsments when Sully implemented. However, the fall advanteges 
ex the sywiem will mot be realiced for several years. This wyeten is also 
expected to previde the baeis for develeping wore accurate sad realistic 
allovance lists, which will, in turn, rewull da mere realistic shipbeard 
inventories. This systes showld in tine, be an iovaluable tool in reducing 
maintenance coats ard in deteruining shipboard fanding reguiresenta, bat it 
wili not correct dwficleucies in the fieding aysten iteelf. 

Of the three funding systems which have been prepeded, two wrald retain 





the existing steck fund/censuser fund system, with modifications, and one 
would transfer the funding of repair perta and other contat saterials to the 
apprepriation/free issue systen. 

Extension of steck furuidag of inventorics to competent ships with 
central ctorereoms ia a very controversial is@ue and hae been argued pro mi 
cen for several years, Whether the acvantages outweigh the cigadvantaves, o- 
vice verga, sceozs to depend on which side of the fence the preblea is viewed 
fren. 

Fron the viewpeint ef the shipe and fleet and type commanders this 
aysten would everemes many of the deficiencies of the present system. The 
ships would be able te carry on beard the itexws needed te stay at eva. 
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Lo 
Operating funds would net be tied up in Loveatories, and would not have to 


absor’ loases due to obseleacence and excess stocks. The accounting system 
would more accurately reflect true costa of maintenance and operations and 
provide a better base for determining feature requiresents. 

Frem the viewpoint of those responsible for managing the stock fund 
and maintaining adequate inventories te meet Plect requirements, the disad. 
vantages clearly outweich the advantages. The stock fund would have te ebsorh 
leases duc to obvelescence and excess atecks. The current. deficiencies in the 
ships’ inventeries would be filled at the expenee of the stook fund, and seri. 
ously tax the capability of the fund to maintain aiequate syaten inventories. 
Ta short, the existing shortage in funds would be transferred from the oper- 
ating fumig to the steck ford. 

The appropriation/free issue systen also hag ite advantages unt disad. 
vantages which tend to line up im gonewhat the same manner. From a sirlothy 
funding angle, this aysten appears to solve fleet commander's proslems. for 
itema carried in the Appropriation Purchases Account, the Sleet hes ne fund. 
ing probless, and ge long as adequate mbecks can be maintained in the supply 
aystem, it has no waterial problems. This is where the dizadventares to this 
system ocem', Secause of the lack of finmoial ceauiraint on requisiticaing 
materials, the aystem is mere vulnerable to abuses which create aysten stock 
shortages. Finencliel iyventery accomting has been deconatreted to be lese 
réliabie under this eystes, and it dees net previde as good financial ceatrel 
of inventories as dees the stock find, 

The Bepertwent of Defense werking group prepesal would maintain the 
status quo as Tar as the funding systew ie concerned. The prapased stosk fimd 
criterla veald have the effect of moving some of the trouklesone ite«s frees 
steck fund financing to appropriation finencing. It would not, however, be as 
effective in this reapect ag would the Navy's revieed criteria. The advantages 
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bl 
to this aystex are clearly on the sids of better supply management and finan 


eial contvel over inventories. It woald net, hewever, materially alleviate 
the shortage of consumer funda in the Meet. 

The principal problem the Navy faces today in funding ahipbeara inven 
teries, the linitations on financial resources, is cae wiich will never be 
completely salved. Hinancial resources will never be sufficient te meet the 
total stated requirements of tha Wavy. Thue the Nevwy mast decide at what 
level of sanagement te exercise these livitations in order tao obtain meade 
material resdinese of the fleet, within the Miaita of the resources available, 

The agoropriatien/free ieeu: syatem revoves the financial lieltations 
fron the fleet and places it on the inventery managers ashore, This ayates 
of finsneing ia cousidered appropriate fer ingursace type itexa god ether 
high cost iteas over which the ehips cannat exercise some measure of control 
of ueage. if the ships comet eomtrel useage, Liniting the fends with which 
te precure these items eurvee no econmeiicul purpose. It merely serves 
furtier to compligate the commanding officer's job. However, the Leck of 
Maancial constraint oa usage, lesser fineicial control ever inventeries, and 
the preven economies or ateck sund Jinseing maxe tide eyaten inaupseuriate 
for acrong.the-beard finaneing of shipbeard inventerias. 

The ateck fund/consumer fund aystem extended enly to the decet level, 
as proposed, by the feparteeat of Defense ami now in use, apt omiy lizite the 
funds fer waage, bat it also reetericte the replacement af inventories need. 
This prectics, in turn, diatertsa the true cemmaxction ceste: and tree seterial 
vequiresents and the fleet ig unsble to Justify adequate budrete for consumer 
funds. The reviewd gteck fund eriteria will alleviate the fwxilag Lisktatdons 
te aone extent bat it will met correct the basic deficiencies in the aysten, 
oul is not, therefere, conmmidered ta be an anceptable aslutioa to the prebles. 

The ateck fund/eonsumer Sund syaten axtanded te the shipbward level 





a | ein 
-— . — Ee «oa en @ 
— —— a © [et mem Sem el mei, seem. sa 
‘(i-_ ee ge et) a 
FO ee Ie A ee mT 
— 6 et hee oe ee 
ooo | 
re ew 2 8 te ee Oe ae 
=e, oe ee ee eee wf 
Se ek ee ee 
— oe 6 eee @ 
ee ee eee ee ee 
— wee a ee ee OP sl ee 
I OS dorm 
oe ee = 
ee a 
ee 
ee 
i I ee 
eee eS ee ee 
SS ew , 
— << ome 


<q 





é 
— ee i ee erm Ge ee 
| 
| 










































| 























aii 


ee _ f | 


ell i eta 


a5 


will centinue the linitaiion aa funds -< usage, tut will remove the Diowacial 
linitations on replacement of inventories. The allowance lists will serve as 
item limitations, but the shipa can replace inventories as they are used, 
Stocks of saterial will be sbeard ship where they are nueded. Here realistic 
comeunption requiraents and costs of malntenance and eperatign will be re. 
flected in the official accounting records ané reports. The supply aystem 
wall obtain xere aecurate demand data on material reqeiresents, and the fect 
commanders will have more realistic cost data fer budret purpates., This 
ayeten will) sot eliainate the preblen, but it will, 4¢ ie believed, in com. 
junction with the other actions being taken, reduee it to a maunageable size. 
i% is, therefore, revouenied thats 


1. Inventeries in ships with central atcrerceas be converted inte the 
Noval Tock Acoount at the earliest practicable date, 


cit above recamendation deag net aelve the pronles for a ships 
without cantral sterervesa. UNewever, tiene shipa heave treditieisily overated 
wider different supply and acceumiine crecedares. Temlenentation of the re 
VWised eriteria fear steck fund Sinencing will reduce the value of Lovertories 
reqaived ahoard these ships to som extent, Aliavietdion af the fimeling prot. 
dem for the other ships aheuld algo permit reassigeesnt of auffieient exis 
te these ships to finance adequate investery levels, 

is felly rewoesaized thet the above recommendation will adi te the 

fvading preble: of the ateck find end that additional emital will be required. 
in fact, thin is the beedie reacon for the objections te actending stack rand. 
diag tq the coubohant shins, ani it in a valid ome. ‘oewever, it is beliaved 
that tos adttitiounl fands cen be more readily fustified ag a steck fund re~ 
guiresant than eam an operating requirenest. Aoplication ef the revised stock 
fend erlteria will trensfer mang ef the elew moving, high cast, ineuwrance 
Steas of unpredictable demand te agpreoriatios fumding and reault in a better 
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turnover of steck fmd inventerles. dxtensien ef glock fund reporting to tne 
ships wili alee provide more accurate usage dwta on materlais actually oeing 
consumed oy the shipa. Thie should aggist steck fund and loventery managers 
ain justifying future funds requirements avd projecting aywten stock require~ 
mente. The data vitained?d from the Vanacement Caintensnce System and more 
accurate reperting ef shipa' usage ehowld alae eauliet ia the preparation af 
nore realistic sliowance liste. 

To offset the iabtiel impact of extending stock Sumeding to the combatant 
@hips it is recommeded thats 

*, The value of materials required te bring ships! iaventories up te 
allomnce be sevarately accwmlated and used to gunport a request 
Ler special anporviawuun of Duade to the steck fund, 

Tre pecosmundation, Lf suecesetul, will culy relieve the inmediate 
tmpact of extending the steck fund te thea shipbeard ievel. In crmier to asgwre 
Suture wuecesa of thia aystem it ia imperative that the eteck fund heave sul. 
ficient resources to maintain aiequate steck levels in the eupply eysten. Te 
provide the flexibility necessary te mect the che: 
quirements 14 is recommended thats 

3. The Savy continous requesting, ami the Departeent of Defense actively 
rappert gach requests fer, eliulveation of acpertiossesnt conlreis over 


steck funda. Such action is required to return the stock tum! to «a 
true revolting feed stata. 
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